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REPORT SUMMARY 



1. Introduction (pages 1-2) 



Because of a 1975-76 recession, Maine has borrowed $36.4 
million from the Federal government in order to keep its Unem- 
ployment Insurance (O.I.) ftind solvent. If this debt is not paid 
back, Maine employers will be penalized by a higher Federal U.I. 
tax rate. To repay this debt and insure future U.I. fund sol- 
vency may well require a change in the way the O.I. fund is fi- 
nanced. The question to be answered: what is the minimal change 
sufficient to return the U.I. fund to a solvent condition? 



2. Description of the current employers' tax for, unemployment 
insurance (pages 2-5) 



The employers' U.I. tax is part Federal and part State. 
The entire Federal tax is not levied if the State's U.I. pro- 
gram meets Federal requirements. This is how the Federal gov- 
ernment insures compliance with its regulations. For example, 
if Maine fails to repay its Federal loan, the Federal tax will 
be increased. 



3. Maine ' s repayment of loans made under the Federal Unemploy- 
ment Tax Act (FUTA) (pages 5 to 9) 



It is likely Maine will be granted a deferral of its $34.6 
million loan for 19 79; but repayment would then be scheduled for 
Nov, 10/ 1§Q0. If Maine fails to make this repayment date then 
Maine employers would be assessed additional Federar taxes equal 
to _$32 million from 19 80 through 19 82. " " 



4. Major funding options (pages 9 to 16) 



Major funding options seepresent finaneing changes which 
could produce sufficient revenues to both pay off the Federal 
debt and improve the solvency of the -U.I. fund. The Department 
of Manpower Affairs feels the following three options could be 
profitably studied: 

A. Flexible taxable wage base ; the wage base (currently 
$6,000) against which the U.I. tax is levied would increase 
if average U.I. tax covered wages increased. By November 
.10,1980, when the $36-4 million debt cotiM be due, this re- 
form would produce a fund surplus of $6.2 million (not count- 
ing the borrowed $36.4 million) . 

B. Increased tax rates : the average employer's U.I. tax 
would jump from 3.3% in 19 7 8 to 4.0% in 19 82. By November 
10, 1980, when the federal debt is due, this refora iifould 
have produced a surplus of $34.1 million (not counting the 
borrowed money) . 

C . Combination of flexible tax base and increased rates ; 
by 19 80 a surplus of $40.7 million would be created (not 
counting the borrowed money) . 

Of these three options only the combination of the flexible 
tax base and increased rates would clearly seem to satisfy the 
Federal requirement that the U.I. fund have reserves sufficient 
for 6 months after paying its Federal debt. 



XX . 



5. Minor funding options (pages 17 to 24) 



Minor funding options include financing changes which might 
produce less revenues than the "major" options: 

A. Employee contributions ; if the Alaska employee tax 
rate were adopted in Maine, perhaps $10 million more a year 
woJAld be raised. 

B. Employer solvency tax : an additional tax assessed if ' 
fund reserves are too low. If the Arkansas versicwi weifS 
adopted in Maine the additional revenues might be $3.8 mil- 
lion a year. 

C. Surtax on negative balance employers : an additional 
tax on employers with poor record of employee lay-offs. 
This proposal might increase yearly revenues by $1.3 mil- 
lion . 

D. Exteiidjed benefit employer tax: g an additional employer 
tax if g^H^nded benefits are triggered. This also might 
produce an additional $1,3 million each year. 

1.: Oeaieral Fund revenues ; diverting State Geiieral Fund 
rei/'enues to the U.I. fund . 

F. ItimaL^ qualif ioations and benefits i reduce the 

employers' tax burden by reducing U.I. benefit costs . 



6. Fund adequacy standards; how great should the U.I, fund 
reserves be? (pages 24 to 27) 



The Federal government recommends that U.I. fund reserves 
should meet its 1 1/2 multiple standard: 1 1/2 years of reces- 
sionary level benefits. In Maine the Department calculates this 
will mean by 1982 a surplus of $174 million. If no financing 
changes are made in our current system Maine might have a $2,8 
million deficit by 19 82. 



7, . Analysis of the Associated Industries of Maine's response 



to Ma4n@ ' a Fedegal deb t . (pages 28 to 32.) 



A.I.M. feels there is no immediate need to consider chang- 
ing the financing of the U.I. fund. If reform is needed, the 
reduction of benefits and the narrowing of eligibility should 
be investigated. 

It is possible, however, legislation will be needed before 
the end of the First Regular Session in 1979. 



8. Conclusion (page 33) 



If legislation effective January 1, 1980 is needed, a 
study group should begin work immediately. 



iv. 



1. INTRODUCTION 



January 2, 1979 



Because of a recession that reached greatest severity in 
1975 (8.2% insured unemployiaent rate), Maine has borfowecL $36.4 
million from the Federal government under the Federal Unemploy- 
ment Tax Act (FUTA) . If a 1979 deferral of this debt is not 
granted by the Federal government, Maine employees' FUTA tax 
rates will be increased. Repayment of thig Federal debt dan be 
achieved by a change in the way the Unemployment Insurance (UI) 
Fund is financed. This report discusses this problem and suggests 
a list of both major and minor financing options. Major financ- 
ing options would be those of such significant impact as to of- 
fer solutions to the Fund's outstanding Federal debt and possible 
future deficit. Minor financing options would be those that 
might improve the equity and efficiency of the system but which 
might not be significant enough to erase the fund's debt or in- 
sure its solvency in future years. 

At basic issue is; how small an increase in the eraployer's 
U. I.' tax burden would be sufficient to pay our Federal debt? The 
many possible answers to this question range from major changes 
in the method of financing the U.I. fund, to reduction in unem- 
ployment benefits, to no action at all. 

If the U.I. fund had never borrowed from the Federal govern- 
ment, the current tax system would likely insure a deficit balance 
for the foreseeable future. Assuming a 4.8% insured unemployment 
rate (see Footnote No. 4) : 
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Year 


Benefits 
Paid 


Con. 

Received 


Fund 
Balance 


1978 






^ ~ ; 9 -'■ ~J • J' 


1979 


48,4 


C C Q 

55 , y 


l"/ 5 , / 


1980 


53.1 


3 / , 9 


f _ \ f\ Q 


1981 


bo . J 




n A 

U • 4 


1982 


64.8 


60,8 


(-) 2.8 



* does not include borrowed Federal funds 



2. DESCRIPTION OF THE CURRENT EMPLOYER'S TAX FOR UNEMPLOYI-IENT 
INSURAircE 



A . Intr oduct ion . -Before discussing the specifics of Maine's 

U. I. indebtedness and its possible solutions, it is important to 

understand the current U.I. funding mechanism. 

1/ 

Each Ma-ine employer covered by Maine's i^ployment security 



1/ The following employers are covered under the Maine Einploy- 
ment Security law: 

A. Private ; employ . 1 or more workers in at least 20 weeks 
or pay wages of $1,500 during any calendar quarter; 

B. Agricultural ; employ at least 10 workers in 20 weeks 
or pay at least $20,000 in any calendar quarter; 

C. Nonprofit : employers who employ 4 or more workers in 
20 weeks J 

D. Domestic : any employer who pays wages of at least $1,000 
in any calendar quarter; and 

B. State and local goveraBent i all employees of State and 
local government except for: 

(1) Elected officials? 

(2) Legislature and judiciary; 

(3) National Guard; 

(4) Emergency employees, and 

(5) Inmates. 



law pays a tax on the first $6,000 of each employee's wages (the 
taxable wage base). The revenues of this tax fund the U.I. pro- 
gram. This tax is part federal tax and part state tax. 

B. Federal part of the employers' tax. The Federal Un- 
employinent Tax Act (FUTA) established a two part employer's tax: 
The FUTA tax and a state tax. The FUTA tax was designed to both 
fund federal U.I. costs and to encourage states to adhere to federal 
guidelines. Part of the federal tax is not levied if the State's 
U.I. prograai meets federal requirements. The threat of a higher 
federal tax is the "inducement" the Federal government uses to 
make states meet their regulations. For example, if Maine fails 
to pay back its federal loan, its FUTA tax rate will be in- 
creased. Specifically: 

(1) The total FUTA tax is 3.4% of the taxable wage base; 

(2) A credit of 2.7% is allowed to employers who pay state 
taxes under a federally approved U.I. program; 

(3) The federal portion of the tax is 0.7%. 

Thus, the employer's actual tax rate is 0.7% (the FUTA share) 
added to the employer's experienced-rated state tax. 



2/ 0.7% of FUTA tax is to: 

A. Pay all administrative costs, both State and Federal, 
of operating the unemployment compensation and job service 
programs ; 

B. Pay 50% of cost of extended benefit program 

C. Pay 100% of cost of Federal supplemental benefit pro- 
gram; and - 

D. Maintain loan fund from which states may borrow. 



-3- 



C. state part Of the employer's tax. Each employer's state 



tax is determined by the state's taxable wage base (c-arrently set 
at $6,000), his experience rating (has he laid off many U.I. eli- 
gible workers?) and the amount of reserves present in the U.I. 

fund (if reserves are low, the employer's tax increases). Briefly: 



The BJjployer Reser/e Ratio indicates an an- 
ployer's experience rating : if his employ- 
Tnent is stable he is eligible for reduce! rates. 
For each enployer, benefits paid to his laid- 
off workers are subtracted fran his U.I. con- 
triiuticns and divided by the ai^sloyer's 3 year 
avesagB amiual taxable psefcoll. 



The Reserve ?'tultiple sets forth 15 colunms. 
Each of these colurans from A to P represent a 
measure of aggregate unaiplcyitfint reserve 
fands. As funds fall belov; a desired fund 
range, ai^sloyer tax rates are increased. Cur- 
rently, because the fund has a deficit balance, 
arployers are charged the maxitnura rate, coluBBi 
P. As the fund's balance increases, the re- 
serve multiple tax rate will decrease. The 
Reserve Multiple reflects econonic activity 
because it incorporates the average cost rate 
over the last 15 years, the U.I. fund balance 
as of May 31, and tbm total payroll of tax- 
able Sl^lOyB£S« 



19.0% reflects an axsplayez with few layoffs 
and few uneirploynient benefits charged against 
his account. His tax ra.te is the lowest 
(see Column p) . Qiplc^^'S as either "rated", 
(those with 2 more years of experience) 
or "fflan-rated" (assigned the avaage tax 
rate, but txst tnoce than 3 %) . 



, Ifegative Balance represents the other ex- 
trane: an m0.ayBr mth many layoffs, whose 
fonner eraplt^ees draw more benefits than 
the employer contributed in taxes (e.g., 
a seasonal anpioyer) . His tax rats, at 
5.0%, is the highest (see Coliann P) . 
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Thus, the employer's total tax rate is a combination of the 



Federal PUTA tax and the State tax: 

For example : if employer's experience rated state tax is 
2.4% ( see Column P in tax schedule, an ®tt-» 
ployer with an excellent experience rating) , 
his total tax is: 

2.4% state tax 
0.7% F UTA tax 

3.1% total tax rate applied against the 
first §6,000 of employee's salary. 

3 . MAII-IE'S REPAYMENT OF LOANS. MADE UNDER THE FEDERAL UMEMPLQY- 
MENT TAX ACT (FUTA) 

A. Introduction . Maine first borrowed U.I. funds from the 
Federal government in September 1975, and to date the State has 
obtained $36.4 million in loans. The Department of Manpower 
Affairs described to the Committee the FUTA loan collection 
mechanism: 

Under normal conditions, states must repay all loans re- 
ceived by November 10 of the second year following the loan 
in order to avoid any FUTA penalty taxes. Since Maine bor- 
rowed in 1975, the State potentially liable for PUTA 
penalty taxes for 1977 unless all loans were repaid by 
November 10, 1977. Public laws 94-45 and 95-19 amended the 
FUTA collection procedures and enabled the states to defer 
the repayment due dates on a year-by-year basis for taxable 
years 1977, 1978, and 19 79, if certain conditions were met. 
Maine qualified for a deferral in 1977 and thus avoided any 
penalty assessments. A deferral has been requested for 1978 
and it appears that Maine will meet the requirements in 1978. 
However, it is questionable whether or not Maine will quali- 
fy for a deferral in 1979 unless legislation is enacted to 
increase. employer contributions. Maine has been qualifying 
for a deferral by enacting legislation to raise the average 
employer tax rate 3--ch "-ha*- ' , ;:ceeded the annual benefit 
cost rate 3/ for the 10 immediately preceding years. To 
qualify for pre\-ious deferrals, the employer tax rate was 
increased by 0.3 percent for 1977 and, beginning in 1978, 

the taxable wage base was increased to $6,000. With regard 
to a deferral for 1979, it is uncertain as to whether Maine 
would qualify if the level of yineiVi^^OYTaenz is above average. 



3_/ The benefit cost rate is figure4 bf dividing the total bene- 
fits paid out of the U.I. fund in any year by the total wages 
paid by employers. For example, 1975 had the highest benefit 
cost rate since 1953: 5S,33G,S'"i" 



2,055,151,391 
-5- 



= 2.84i 



If a deferral for 19 79 is not granted, the FUTA collection 
procedures womld b# iairoked. All loans would have to be 
repaid by November 10', 19 79 or Maine employers would have 
their FUTA credits reduced by 0,3 percent for 1979, The re- 
duction in FOTJt c:S"«<iltg wouid be increased for emh. year that 
there is an outstanding balance. To provide an indication 
of the effects of these FUTA credit reductions, the follow- 
ing tables were developed based on tlie assumption that the 
insured unemployment rate will be 4,8 percent for 1378- and 
each year through 1982, 4_/ 

Pztl|eeta-d tojmts Payable Under lUTJ. Ikine 
Etttployers Without a Deferral for 1979 



Penalty 

Taxable Year Taxable Wagjas itemiat Due* 



1979. $1,703,800,000 0.3-^ $ 5,100,000 

Wm l,7S4,iO0,«M) 0,6 10,600,000 

1981 1,813,900,000 0.9 16,300,000 

1982 1,846,700,000 1.2 22,200,000 



4/ The "uninsured" employment rate does not represent all 
Maine persons out of work, only those eligible for U.I, 



benefits . 



All DmpmxtMmmt. projections i.n fchda- raport are based on the 
assumption that the insured unemployment rate will be 4.8 
percent for 19 78 and each year through 19 82. The 4 . 8 per- 
cent is considered a moderate rate and was determined by 
taking the average of the insured unemployment rates for 
the past 10 years from 1967-1976. During this period, the 
insured unemployment rate has ■t-arie4 fJTom a low of 2,6 per- 
cent in 196 7" to' a high of 8.2 percent in 19-5. The Depart- 
ment stresses that no degree of probability should be attach- 
ed to this assumption. It is not a Department forecast. The 
average rates for the last 10 year's are: 



YesLX Insured Pnemploymen't Rate 

1967 2.6% 

19 6 8 2.9% 

1969 3.6% 

19 70 4.7% 

1971 6.7% 

19 72 4.6% 

1973 3.9% 

1974 5.0% 

1975 8.2% 

1976 6.0% 
19 77 5.9% 
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Projected Amounts Payable Uader lUTA by Maine 
Ea^loyers With a Deferral for 1979 



Taxable Year 




Taxable Wages 


Penal tv 
FUTA Tax 


Amount Due^' 






$1,764,800,000 


0.3% 


$ 5,300,000 






1,813,900,000 


0.6 


10,900,000 




« • 4 f * « 


1,846,700,000 


0.9 


16,600,000 



* FUTA payments are due by January 31 of the following year, e.g., the 1980" 
aaotmt is due by Jaauary 31, 1981, 



B. State failure to qualify for a deferral . If we were to 
assume that the State does not qualify for a deferral in 1979 and 
that no tax modifications are made to increase U.I. fund revenues, 
then the Department, again assuming a 4.8% insured unemployment 
rate, calculates that Maine employers, not the State, would 

5/ The Department of Manpower Affairs presented the Couipittee 
" with the following additional details on • the effects of not 
receiving a 19 79 deferral: 



Projected .-lTa Tax ',ac=s :f :;o Deferral 
Is Grancac :jr LS79 



Taxable 
Year 


Balance Due 
January 1 


Balance Due 
Koveaber 10 


l«slc 
Federal 
Tax 


Penalty 
Tax 


Federal 
Penalty Tax 


Total 
Federal tax 


Avttra^c 

State 't^ 


Average fs£al 
State and 
federal Tax 






ao 


>-ss 


0.5; 


O.QX 


0.0% 


0. jS 


2.3r: 


3.3% 








(ves) * 


0.5 


0.0 


0.0 


0.5 


3.2 


3.7 


1977 




(yss)* 


(yes)* 


0. 7 


0.0 


0.0 


0.7 


3.6 


i.3 






Cyes;" 


(yasj* 


0. 7 


0.0 


0.0 


0.7 


3.3 


i.O 






yes 


yes 


0.7 


0.3 


Q.O 


1.0 


3.3 


4.3 


tm 


. (3i 


f«a 


7«3 


Q.7 


0.6 


0.0 1/ 


1.3 


3,3 


4.ii 




.(i) 


yes 


yea 


0.7 


3.9 


0.3 1/ 


1.5 


3.3 


4.3 


1982 


.(5) 


yes 


yes 


0.7 


1.2 


0.0 1/ 


1.9 


3.3 


5.: 



Soee; The above data were develofed h&ssi on the assuaptiea chat a deferral fat 1979 ia aet jsaotad and 
Ehac the laaurea uneaoioyaeiM: fate will be 4,3 percent for 1973 and each year through 1982. 

* Since a loan was first ab*aiaed in 1975, the State was potentially liable cor repayment by November 10, 1577 
•io'.-ever, a deferral was jrantad for 1977 which postponed the repayseat due data to llff'.'-ecber 10, 1973-. It is 
aasuned -.iiac a deferral will be granted for 1978 and that the loan repayaent due date will be delayed to 

'.Jcvenber 10, 1975. 

1/ The 3cace z^y be liable for an Additional Federal Penalty Tax for Che third and fsurch caxable years. 

This is decennined by aubcraccing the average eaployer contribution rata for Che preceding year from 3.7 
percent. The reaainder is che .Mdicional Federal Penalty Tax. Since Che average employer ccr.cribuci.=n 
rate is projeotad to be 3.3 percent, no Additional Federal Penalty Tax would be assessed in 1980 and 1931. 

2/ The Additional Federal f'eaaity Tax Bor the fifth and succeeding Sasabla years Is deeafalned la the followlr. 
aanner: If Che five-year benefit cose rate is 3.7 percent or less, subtract it free; che average enployer 
contribution race for che preceding calendar year. If che five-year benefit cost rata is greacer char. Z.~ 
percent, iubcracc che average concribucion race from 2.7 percent. The reisainder is che Addicional Federal 
Penalty Ia;£. Since both che five-year benefit cost rata for 1932 and che average concribucion race are 
projectad co be above 3.7 percent, no .additional Federal Penalty cax would be assessed in 1932. 

rt»-'?aar 3aa«fit &m« Uts Ut Xftl • 3*aa^t-s . ? a i-" Tears 19-6-l?~:o D lvidad ^ Mvi 

Taxable wages for 19il 

. 350. 09 3. 137 

51,313, SCO, i:-o 
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be assessed additional FUTA payments to the Federal government 
of $32 million for the 1979-81 period. The Department calcu- 
lates that a balance of $4.4 million would still be due which 
could be repaid from the State's Fund prior to November 10, 1982 
and thereby avoid FtJTA loan charges for 1982. The year-end Fund 
balance for 1982 after all loans were repaid would be $29.2 mil- 
lion: 

Loan Repayment Schedule Under Existing Financing 
System Witbottt a Jintrntrul for 19 79 
(All Financial Data in Thousands) ' ' 



Year 


Fund Balance 
Excluding 
Loans 


(Year-End) 
Including 
Loans 


FUTA Payments 
During Year 


Repayments Made 
From Fund 


Outstanding 
Loans 


1978. . . . 


(-)$13,200 


$23,200 


$ 0 


$ 0 


$36,400 


1979.... 


<-) 5,700 




0 


0 


36,400 


1980 


4,200 


35,500 


5,100 


0 


31,300 


1981 


16,100 


36,800 


10,600 


0 


20,700 


1982.... 


29,200 


29,200 


16,300 


4,400 


0 



$32,000 (increased FUTA pavmcnts are r-n- 
sidered part of U.I. balaiK^) 
In order to see more clearly the effect on employers of the 

federal government were to deny deferral in 1979 and the loans 
remained unpaid, consider the following example: 

An employer of 20 persons and a record of few lay-offs, with 
an experience-rated state tax of 2.5% ( see chart on page 4 ). 
In 1979 his taxable wage base would be $120,000 (6,000 X 20 per- 
sons) . His federal tax would be increased by 0.3% penalty, which 
would mean an additional employer payment of $360 . His total tax 
rate would be increased as follows if the loans are not paid off: 

1979 1980 1981 1982 

State Tax 2.5% 2.5% 2.5% 2.5% 

Federal Tax l.Q% * 1. 3% 1.6% 1.9% 

Total 3.5% 3.8% 4.1% 4.4% 

(* 0.3% penalty added to 0.7% FUTA tax, see above, page 3). 
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C. Loan repayment schedule . As for the loan repayment 
schedule: if Maine should qualify for a deferral in 1979 (the 
last year that a state may qualify for a deferral under present 
Federal law) / the total amount in Federal loans to the Unemploy- 
ment Insurance Trust Fund would then become payable 
by November 10 of 1980. If the loan is not completely repaid by 
the November 10 deadline, FUTA collections will be due by January 
31^ 1981 on 1980 taxable wages. The Governor, upon recommenda- 
tion of the Commissioner, Department of Manpower Affairs, ini- 
tiates the repayments when a state can show that the remaining 
fund balance (after a payment is made) is still sufficient to 
meet benefit payments for the succeeding six. months. 

t 

4. MAJOR FUNDING OPTIONS 



A. Introduction. The Department of Manpower Affairs sug 
gests that three major funding options could be considered as 



y Maine Department of Manpower Affairs (Eaiployment Security 
Commission) , Proposed Financing Modifications to t he Maine 
Employment Security Law (April 19 78) . 



-9- 



possible solutions to the U.I. fund's $36.4 million debt to the 
federal government ( see Appendix a for the Department's study). 
This report terms these options "major" as they could not only 
pay the federal debt but also increase the fund's surplus so 
that it could begin to approach the Federal "one and one half 
multiple" standard (funds sufficient to carry the fund through 
1 1/2 years of recession) . The three major options are: 

(1) Flexible taxable wage base; 

(2) Increased tax rates; and 

(3) Combination of the flexible wage base and increased 

1/ 

tax rates . 

Of the three, the flexible taxable wage base is perhaps the most 
important. All Department projections are based on the assump- 
tion that the insured unemployment rate will be 4.8 percent for 
1978 and each year through 1982 (see above Footnote No. 4) . 



B. Flexible taxable wage base . The Department described 
to the Committee the effect of a flexible taxable wage base. The 
wage base would depe-nd on ai^^erag-e wages and, therefore, would 



7/ The State qualified for deferral of the debt in 19 77 by 

increasing'the tax rate by 0.3% and in 1978 by increasing 
taxable wage base to $6,000. 
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change each year. During 197 8 the taxable wage base would remain 
at $6,000. During 1979-1982 the base would increase as follows: 



1979-$6,200; 1980-$6,600; 1981-$ 7 , 10 0 ; 1982-$7,2Q0. The year end 
balances would rise steadily under this proposal and reach $25.4 
miaiion by 1902. The Department stated to the Committee: 

"Tte revised tax schedules generate large 
amounts of additional income during the 
first few years after enactment which re- 
sults ia improved Fund balances. These in- 
creases in the Fund balances will cause a 
more favorable tax schedule to become ef- 
fective beginning July 1, 1981, thus reduc- 
ing the employer tax rate." 

"Under the proposed flexible taxable wage 
base, the taxable wage base will continue 
to increase as wages increase and thereby 
keep the ratio of taxable wages relatively 
constant. This is important since benefit 
payments are based on total wages, whereas 
contributions received are related to tax- 
able wages. It is actuarially unsound to 
levy taxes on a wage baser that does not keep 
pace- with rising total wages TevelSi-" 



8/ An employer uses the wage base in calculating his tax in 
the following manner: 



A. Payments are made by employers each quarter; 

B. Payments are determined by: tax rate X taxable wages; 

C. Payments are due at end of month following the close 
of the quarter January-March due April 30 ; 

D. Penalties under Maine law are: 

(1) 5% of contributions due but not less than $5 nor 
more than $100; and 

(2) 1% per month of unpaid contributions; 

E. For example, if employer's tax rate is 3.0% and tax- 
able wage base is $5,000: 



Total 
Wages 



Taxable 
Wages 



Tax 
Rate 



Contri- 
butions 



1st quarter 
2nd quarter 
3rd quarter 
4th quarter 



$2 ,000 
2,000 
2 ,000 

2 ,000 
$8,000 



$2,000 
2,000 
2,000 



3.0% 
3.0% 
3.0% 

3.0% 
3.0% 



$ 60 
60 
60 



Total 



0 

$6,000 



$180 



Without a flexible wage base, an inflationary economy decreases 
the revenue producing capacity of the financing system and re- 
sults in higher tax rates for employers. 

This flexible taxable. wage base would equal the larger of: 

(1) 2/3 the average annual wage paid by covered employers 
during the 2nd preceding calendar year, rounded to the near 
est $100; or 

(2) the FUTA taxable wage base. 

For example, the wage base for 1578 would be calculated: 

Annual avg. wage paid during 2nd 

preceding year (1976) = $8,604 

Multiplied by 2/3 X 2/3 

Rounded to nearest $100 = $5, 736 

= $5,700 

Since the FUTA taxable wage base is higher, the base would 
be $6,000: 

Year Proposed BaseS' 

1978 $6,000 

1979 6,200 

1980 6,600 

1981 ■ 7,100 

1982 7,600 

If Maine adopted such a flexible wage base it would be one 

9/ 

of 14 states with a wage base of $6,00 0 or more. Since 194 0 



9/ Other states with wage bases of $6,000 or more are: 



Maine 


$6,000 


New Mexico 


6,100 


New Jersey 


6 ,200 


Iowa 


6,500 


Alabama 


6,600 


Nevada 


6,900 


Minnesota 


7,500 


Oregon 


8,000 


Washington 


8 , 400 


Idaho & Utah 


9 ,600 


Hawaii 


9 , 800 


Alaska 


10,000 


Puerto Rice 


Total Wages 
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the taxable wage base has steadily decreased as a percentage of 



each employee's wage. In 19 40, at $3,000, it represented over 

90% of the average eiuployee's wages. Today it represents less 
10/ 

than 50% . ■ 

If Maine adopts a flexible taxable wage base the Depart- 
ment calculates its effect as follows: 

Projections for 1979 indicate that the State would qualify 
for a deferral if the proposed flexible taxable wage base 
is enacted to become effective at least fay January 1, 19 79. 
The State could delay implementation to 1979 since the tax- 
able wage base would be $6,000 under both the existing and 
propoaed systems. The projected repayment schedule under 
this option is as follow-s: 



10/ The following chart was prepared by the Department's Em- 
ployment security Manpower Research Division: 



ftrcentagt of l3>3blt 
to Total Vww 



MAINE DEPARTMENT OF MANPOWER AFFAIRS 
Employment Security 
Manpower Research Division 

PBRCENTA8E OF TAXABLE TO rtTflL WAfigS, 1940-1932* 




70S 



cjKted Ml LV^m i r 



.sl2 iSQ iioC ii^i .570 i975 : 577 'Inr 

"(n tsit, »ft« t4*aala xate S-ss* .s<»s S3,38Q. The taxable wage base was Increased to 54,230 1n 1372 and to SS.JOO 
■fn '?73. All iata tnfsa^n 1577 Is actual. 
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Loan Repayment Schedule Under Proposed Flexible 
Taxable Wage Base Wltli a Befatrtal for 1979 
(All Financial Data in Thousands) 



Year 


Fund Balance 
Excluding 

Loans 


(Year-End) 
Including 

Loans 


r u i A r a.yvx&vi t s 
During Year 


itepayuien i-a j;iaus 
From Fund 


O-i 1 1 q 1" a Tl (d 

Loans 


1978 


(-) $13,200 


$23,200 


$ 0 


$ 0 


$36,400 


1979 


C-)2,600 


33,800 


0 


0 


36,400 


1980 


6,200 


42,600 


0 


0 


36,400 


1981.... 


20,900 


20,900 


5,300 


31,100 


0 


1982 


30,700 


30,700 


0 


0 





Of the $36.4 million due, $5.3 million would be collected 
through FUTA and the remaining $31.1 million could be paid 
froia th& Fmi4 by ^oyember 10 , 1981 and thus avoid any future 
FOTA credit reductions. 



C ♦ Increased current tax rates . The Department described 
to tiie Committee the effect of increasing the current tax rates. 
The average employer tax rate would jump from 3.3% in 1978 to 
4.3% in 1979/ and than taper off to 4.0% by 1982 (assuming 4.8% 
insured unemployment rate) . The taxable wage base would con- 
tinue to be $6,000. The fund balance would recover quicXly under 
this condition and grow to $62.3 million by the end of 1982. -If 
this option is adopted, the Department calculates: 

If the proposed tax schedules are enacted with an effective 
date of July 1, 1978, it is believed that the State would 
qualify for a deferral in 19 79, The following repayment 
schedule is projected: 



Loan Repayment Schedule Under Proposed Tax 
Schedules With a Deferral for 1979 
(All Financial Data la Thousands) 



Year 


Fund Balance 
Excluding 
Ldan.3 


(Year-End) 
Including 
Loans 


FOtA fitf»ents 
During Year 


From Fund 


Ckitstanding 
Loans 


1975. . . 


. (-)$12,900 


323,500 


s 


0 


$ 0 


$36,400 


1979... 


11,600 


48,000 




0 


0 


36,400 


1980. . . 


3^,100 


34,100 




0 


36,400 


0 


1981... 


52,600 


52,600 




0 


0 


0 


1982.. . 


62,300 


62,300 




0 


0 


0 



NcCe that Maine employers irouW not Is© assessed any FUTA charges since 
complete repayment could be made from the Fund prior to November 10, 1980. 
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D. Combination: flexible taxable wage base and increased 



tax schedules . The Department also described to the Committee 

the result if options 1 and 2 were combined: 

Under this proposal, the taxable v/age base would increase 
from $6,000 in 1978 to $7,600 in 1982. The a'rerage em- 
ployer tax rate would move from 3.3 percent in 1978 to 4.3 
percent in 1979 and 1980. After 1980 the average employer 
tax rate would drop as a result of increases in reserves. 
The Fund balance at the end of each year would be the 
greatest under this proposal and reach $93.9 million by. the 
end of 1982. 



Since the taxable wage base for 1978 would be the same 
under both the current and proposed system, only the pro- 
posed tax schedules aspect need be effective July 1, 1978 
for the State to qualify for a deferral in 1979. Below is 
the projected repayment schedule under this option: 



Loan Repayment Schedule Under the Proposed Tax Schedules 
and Flexible Taxable Wage Base With a Deferral for 1979 
(All Financial Data in Thot!s«nds) 



Fund Balance (Year-End) _ „ , ^ 

Year Excluding Including ™^*ayments Repayments^Made Outstandlai 

Loans Loans Itoyiag Year gr<» Ftmd hams 

1978 (-)$12,900 $23,500 $ 0 $ 0 $36,400 

1971... . 13,100 4f,S00 0 0 36,400 

1980.... 40,700 40,700 0 36,400 0 

1981.... 69,600 69,600 0 0 0 

1982.... 93,900 93,900 0 0 0 



As with the proposed tax schedules, complete repayment could 
be made by November 10, 1980 from the Fund and no FUTA assess- 
ments would be necessary. The Fund balance of $93.9 million 
at the end of the period in 19 82 v/ould be the highest of all 
four options . 

In regards to the development of an acceptable multiple, the 

above option eOTies el©sest t© aeetiaf tfte miniaum safety 

level prescribed by the U.S. Department of Labor. The 19 82 

multiple under this option is projected to be .81 which is 

below the 1.50 federal safety level. (See Section 6 of thisA%^--.«- 

for a discussion of the proper U.I. fund surplus). Although 

no projections have been made beyond 1982, it is believed 

that under this option a multiple of 1.50 would be attained 

by approximately 1988, 

E. Summary of major funding options . The Department has 

prepared the following summary chart of the three major funding 
options : 
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Projected December 31 


Fund Balance 
1978-1982 


Under Each Proposal 




Year 


Current 
Law 


Proposed 

Tax 

Schedule 


proposed 
Flexible Taxable 
Wage Base 


Proposed Tax Schedules 
and Flexible Taxable 

Wage Base 


Acceptable 

Fund 
Level 








$(-)l3,200,000 


K-)12,900,000 


$121,700,000 


••It 


(-) 5,700,080 


11,600,000 


(-) 2,600,000 


I3,W,Q00 


133,100,QOO 




(-) 900,009 


100,000 


6,200,000 


'(0,700,000 


1^6,600,000 


1981 


^100,000 


52,600,000 


15,600,000 


69,600,000 


159,200,000 


1 


.{-3 2|SW;,W 


62»S«,OQ0 


25,^,800 







WH: All estimates art based m the tssaa^lon that the instired uj^i^idj^jrt rate will be ^.8 percent for 
each year of the 1978-1982 period. Iha actual fund balaflct at t}»i end of eaeli year yml6 be liiglwf by 
the amount of losns outstanding at that period. 



Please note that the final colxaiiin in the above chart. Accept- 
able Fund Level, refers to the Federal 1 1/2 multiple standard 
(each U.I. fund should have reserves sufficient to last through 
1 1/2 years of a recession) . Whetiher this is too high a standard 
is discussed in Section € of ttiiis Report. 

Finally, of these three major options only the combination 
of a flexible taxable wage base and the increased tax rate would 
clearly satisfy the federal requirement that the U.I. fund have 
sufficient reserves for 6 months after paying its Federal debt 
i mmm_ Section 7 of this Report) . 
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5. MINOR FUNDING OPTIONS 

A. Introduction . The funding options discussed in this sec- 
tion are termed "minor" only because their expected revenues would 
seem to be somewhat less than the "major" funding options. Again, 
the dilemma that must be faced is: how ^all an increase in em- 
ployers' taxes is needed for Maine to pay-off its Federal debt 
and provide the U.I. fund with sufficient reserves. It may very 
well be that one of these "minor" options is sufficient. 



B. Employee contributions . A few states, Alabama, Alaska, 
and Nev/ Jersey levy a U.I. tax on employee wages:. 

State 
Alabama 
Alaska 
New Jersey 

Alabama levies the tax only when the fund is below a 
minimum normal level. 

The effect of a tax such as Alaska's in Maine was calculated 
for the Cojnmittee by the Department of Manpower Affairs: 



% of em- taxable 

ployee tax wage base 

0.5 $ 6,600 

0.3 to 0.8 $10,000 

0.5 $ 6,200 




"Alaska requires employee contributions on a yearly 
basis up to the taxable wage base of $10,000 at rates 
varying from 0.3 to 0.8 percent dep&nding upon the 
schedule of rates in effect. Alaska's rate schedules 
are determined by a reserve multiple which is similar 
in design to Maine's systera." 

Alaska Employee Tax Schedules 
IF THE RESERVE MOT.TIPI1E OF THE FUND IS: 

■ "^r? i'l' i'^^' -35- .67- .33- under 

^•^ ^-Q 2.0 1,5 1.35 1.15 1.0 .85 .67 .33 

BSiployee Tax Rates 

IterSchec&lfi.... 0.3% 0.4% 0.5% 0.5% 0.6% 0.6% 0.7% 0.7% 0.8% 0.8% 

"The taxable wage base, in Maine was $4,200 which qen- 
•erated taxable wages of $1,251,592,763 during 1977 If 
the Alaska Employee Tax Schedules listed above were ef- 
fectxve during 1977 in Maine, an employee tax of 0.8 
percent would have been assessed. The estimated 19 77 
employee contributions due under this option would have 
been as follows; 

Employee Contributions Due = (Taxable Wages) (Employee T^x) 

for 1977 = ($1,251,592,763) (0.8%) 
" $10,000,000 

Donald Diefenback in his 1978 study. Financing 

11/ 

America's Unemployriaent Compensation Program , feels 
. an employee tax should be investigated and noted the 
following argiaments for or against an employee (U.I.) 
tax: 

(1) Argtiment for . A worker tax could provide ah employer 
general tax relief. 

(2) Argument against . A worker tax would lead to a tendancy 
to relax disqualification regxilations. 



11/ Disfenbach, D.L., Financing America's Unemployment Compen- 
sation Program , V .S~. Department of Labor, Employment and 
Training Administration (1978) . 
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C. Employer solvency tax . An employer solvency tax is a 
tax that is assessed in addition to regular taxes when fund re-- 
serves drop below certain predetermined levels. Arkansas has an 
employer solvency tax which depends upon the fund level as a 
percent of total payrolls for the preceding year and operates 
as follows: 

(1) a 0.1 percent tax is assessed when the fund level drops 
below 2.5 percent but is at least 1.25 percent of total 
payrolls, 

(2) a 0.2 percent tax when the fund is less than 1.25 per- 
cent but greater than 0.0 percent, and 

(3) a 0.3 percent tax when the fund is insolvent. 

If the Arkansas employer solvency tax provisions described 
above were effective in Maine during 1977, the following esti- 
mated additional contributions would have been due: 

Employer Solvency Tax 
Contributions Due = (Taxable Wages) CSolVency Tax) 

for 1977 = ($1,251,592,763) (0.3%) 

= $3,800,000 

Some other states with such a tax are Nevada, Illinois and Mis- 
souri . 

p. Surtax on negative balance employers . Last session 
L.D. 2039 was introduced to impose a surtax on negative-balance 
employers (an employer with many lay-offs, whose former employees 
draw more benefits than their employer contributed in U.I. taxes). 
This surtax would have varied according to the size of the nega- 
tive reserve ratio. The Department made the following fiscal 
estimates : 



-19- 



The following estimates are provided had the proposal 
been effective during calendar year 1975: 



Estimated contributions due from negative-balance 
employers under the proposed law $8,600,000 

Estimated contributions due from negative-balance 
employers under the present law $7,300,000 

Estimated amounl; of additional contributions from 

negative-balance employers $1,300,000 

Percent increase 17.8 



.fliQ. proposed schedule was: 



If, OH ^ most recent computation 
dale, the employer's reserve ratio 
is negative by: 



He employer's surtax rate shall be: 



0.9% 
1.8% 
18% 
3.7% 
4.6% 
5.6% 
6.6% 
7.5% 
8.5% 
9.d% 



or more, 
or more, 
of mofe, 
or more, 
or more, 
or more, 
or more, 
or more, 
or more, 
or moTi 



Less 
but less 
but less 
btil less 
but less 
but less 
but less 
but less 
but less 
but less 



than 0.9% 
than 1.8% 
than 2.8% 
than S.t% 
than 4.67b 
than 5.67o 
than 6.67o 
than 7.b% 
than 8.5% 
than 9.5% 



0.07o 
0.3% 
0.6% 
8J% 
1.2% 
1.5% 
1.8% 
2.1%. 
2.4% 
2.7% 
3.0% 



This negative balance surtax is a variation of other mechanisms 
(e.g., a "limited liability" tax, a "continuous rating" tax) 
designed to single out employers who consistently generate extra- 
ordinarily high levels of unemployment. Donald Diefenback in 



his 1977 Survey of Unemployment Insurance Financing Issues, 
lists some arguments for the "limited liability" approach: 



12/ 



12/ Diefenbach, D.L., Survey of Unemployment Insuran ce Financing 
— Issues, New Jersey Department of Labor and Industry (1977) . 
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"The unemployment insurance paxigram: is. insured against 
the risk of involuntary unemploynient . Generally, 

individuals employed in seasonal industries 
are exposed to a higher than average risk of 
unemployment. Such workers receive a propor- 
tionately greater share of unemployment bene-i. ; 
fits than do workers employed in nonseasonal 
industries. Consistent with instarance prin- 
ciples, employer contribution rates are ex- 
perience rated to reflect various degrees of 
risk. as evidenced by previous experience with 
unemployment. Employers generating the greatest 
rates of unemployment are taxed at the maximum 
rate. In some instances, the employer's drain 
upon the fund far exceeds contribtions . To 
the extent that these excess costs reflect in- 
voluntary unemployment due to normal economic 
risks, such excess costs are justifiably borne 
by other employers. The extent to which such 
excess costs are systematically used to supple- 
ment the employer's payroll, i.e., to hold work- 
force intact until next production cycle, it is 
questionable wfeethex such excess costs ought to 
be borne by other employers . " 



13/ 

E. Bxtended benefit employer tax . Extended benefits 
are "triggered" when the insured unemployment rate rises above 
certain levels. Regular benefits (up to 26 weeks) can then be 
extended by 50%, with the State and Federal governa^nt equally 
sharing the cost. 



13/ "Extended benefits" refers to part Federally funded and 

part State funded programs to provide additional payments 
during periods of high unemployment when an individual is 
not entitled to or has exhausted regular benefits. "Ex- 
tended benefits" total 13 weeks and become available when 
the State insured unemployment rate is above 5% and when 
the national insured unemployment rate is above 4.5%. In 
Maine, if these benefits were available a person could re- 
ceive a total of 39 weeks of benefits. 
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An Extended Benefit (EB) accovint would defray the cost of 
EB payments. In Arkansas, each contributing employer must pay 
an additional EB tax of 0.1 percent of taxable wages. The EP 
tax' is paid into an EB account but would be suspended if, on tl 
computation date (June 30) of any year, the EB account is more 
than 0.2 percent of total payrolls during the preceding year. 

If the Arkansas EB tax described above were effective in 

Maine during 1977, the Department estimates that the following 

additional contributions would have been due: 

EB Employer Contributions Due=( Taxable VJages) (EB Tax) 

for 1977 = ($1,251,592,763) (0.1%) 
= $1,300,000 



Since 1977 would be the first effective year of the EB tax, the 
EB account would have a zero balance. In Maine , the computation 
date is December 31, and the determination of EB taxes for the 
next year would be made as of that date. 



F. General Fund revenues . The employers ' tax burden might 
be reduced by using general fund revenues to finance part of the 
U.I. fund. Diefenbach in Financing America's Unemployment Compen- 
sation Progr-ani states: 

Historically, general revenues have been used to finance 
special federal U.I. programs - unemployment coja^ensation 
for federal employees, unemployment compensation for ex- 
servicemen and trade adjustment assistance. Two recent 
legislative developttents underscore the legitimacy and 
political feasibility of using general revenues for a much 
wider range of U.I. programs: 

(1) In 1975, the Special Unemployment Assistance Pro- 
gram (SUA) was implemented. This new program provided 
uneaployaent benefits to formerly uncovered workers 
(agricultural, domestic, and government workers); and 
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(2) Since April 1, 1975 Federal Supplemental Benefits 
(FSB) have been financed out of gr#neral r@ir©naes» Prior 
to this time FSB benefits had been financed by employer 
FUTA taxes. 

The following categories of benefits are currently being 
debited as possible candidates for general revenue funding 
in the ftittire; 

(1) The federal share of extended benefits; 

(2) The state share of extended benefits; and 

(3) Abnormal u.l. costs related to an economic reeession. 

The issue of general revenue sharing financing is not one 
of legitimacy or political feasibility. These concerns have 
been resolved by legislative precedents c>f the 1970 's. The 

issue today is one of cautiously defining what categories 
of benefits will be financed by general revenues in the 
ftjt1:iare so as to preserve the f edegal-state makeup of the 
program and to avoid escalating costs which might result 
from indiscriminate tapping of this funding reservoir. 



— Limited U.l. quali fication and reduced U.I, benefits . 

Another argument to reduce the employers' tax burden is that the ' 
O.I. fund's current deficit is in part due to the progressive escala- 
tion of benefits. - Thus, one solution might be to either limit the 

number of workers who can qualify for U.I. benefits or to reduce 

14/ 

the amount of benefits workers can receive. — For example, in 

the 108th Legislature numerous bills proposed establishing more 

4- • 15/ 
stringent- eligibility requirements and recently Associated 



14/ Currently, Maine ranks 3 9th among the states as to its 

average weekly benefit amount, $73.6 8 (Department of Labor 
Unemployment Insurance Statistics, April-June, 1978). 
Portland is ranked 10th most expensive city in the county 
for a family of four (intermediate budget, Dept. of Labor, 
Bureau of Iiabor Statistics). Maine is ranked 42nd in the 
county as to per capita income (19 75) . 



15/ E.g., L.D.s 290 and 385 sought to redefine when a unemployed 
person is "available'* for work? L.D. 888 dealt with the de- 
finition or leaving work "for good cause"; L.D. 903 sought 
to redefine what was "suitable employment" and L.D. 143 
considered when a person "voluntarily" left his job. 
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Industries of Maine suggested Miat serious consideration be given- 
to the elimination of the 'increased benefits awarded if an un- 

w 

employed person has dependents (see Section 7) . 



6. FUND ADEQUACY STANDARDS; HOW i^^T SHOULD THE X5.X. FUND 
RESERVE BE? 



A. Introduction . In the Department's study of major funding 
options ( see Appendix A for a complete description) both a flexible 
taxable wage base was suggested and a higher tax schedule. The 
Departments in judging whether the U,I. fund reserves would be 
sufficient under these options, used as a measure the "one and 
one half multiple" standard recommended by the Federal government. 
Basically/ this standard recommends that states should have one 
and a half years of recessionary level benefits stored in the U.I. 
fund. This guideline was originally derived from the observation 



16/ Of the 33 states with flexible maximum benefit provisions 

only Arkansas from their benefit at the 19 76 level of $100 
for 19 77-79. The maximum benefits in the 17 remaining states 
are usually determined by benefit schedules which are updated 
periodically. Of these 17 states, Alabaffla, Maryland, Michi- 
gan., and Nev7 York have outstanding Federal loans as of May 
1978. In an effort to restore solvency, or to prevent in- 
solvency, souve states may be placing a moratorium on benefit 
increases. 
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that post World War II recessions approximated 18 months. 

B. Adequate reserves and tha Department's major funding 
opt______. The Department applied the Federal standard of a 1 1/2 

multiple to the current law and these 3 major, funding options: 

(1) No change in the ctarrent rates (assumes a 4.8% in-" 
sured unemployment rate) ; 

Fund Balance* 





1 1/2 multiple 


(in millions) 


Year 


Actual 


Acceptable 


Actual Acceptable 


1978 


('.).16 


1.50 


${-)13.2 $121.7 


1979 


(-) .06 


1.50 


(-) 5.7 133.1 


1980 


(-) .01 


1.50 


(-) .9 145.6 


1981 


0 


1.50 


.4 159.2 


1982 


(-) .02 


1.50 


(-) 2.8 174.0 


* Does 
$23 


not reflect current outstanding debt of 
million. 


(2) Flexible taxable 


wafe base {agsimes' 4.8% insured 


unemployment rate) : 








1 1/2 multiple 


Fund Balances* 

(in millions) 


Year 


Actual 


Acceptable 


Actual Acceptable 


1978 


(-) .16 


1.50 


$(-')13.2 $121.7 


1979 


(-) .03 


1.50 


{-) 2.6 133.1 


1980 


.06 


1.50 


6.2 145.6 


1981 


.14 


1.50 


15.6 159.2 


1982 


.22 


1.50 


25.4 174.0 



* Does not reflect $23 million outstanding debt. 
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(3) Increased tax schedule (assumes 4.8% insured un- 
employment rate) ; 



1 1/2 multiple 



Fund Balances* 
(in millions) 



Year 


Actual 


Acceptable 


Actual 


Acceptable 


1978 


(-) .16 


1.50 


$(-)12.9 




$121.7 


1979 


.13 


1.50 


11.6 




133.1 


1980 


.35 


1.50 


34.1 




145.6 


1981 


.50 


1.50 


52.6 




159,2 


1982 


.54 


1.50 


62 . 3 




174 . 0 


* Does 


not reflect $23 million outstanding debt 


* 


(4) Combined: flexible wage base 


and increased 


tax rate 




1 1/2 


multiple 


Fund Balaiices* 
(in millions) 


Stat:e 


Actual 


Acceptable 


Actual 


Acceptable 


1978 


(-) .16 


1.50 


$(-)12.9 




$121.7 


1979 


.15 


1.30 


13.1 




133.1 


1980 


.42 


1.50 


40.7 




145.6 


1981 


.65 


1.50 


69.6 




159.2 


1982 


.11 


l.SO 


93.9 




174.0 



* Does not reflect §23 million outstanding debt. 

These Tables make clear that even if the State adopts 
the combined flexible wage base and increased tax rates, then 
the actual U.I. fund reserves would still fall considerably 
below (by $81 million) the "recommended** reserves. 
C. Should Maing adopt a specific fund reserve standard? 

How important is it to meet this "recommended" reserve 
level? Donald Diefenbach in Financing America's Unemployment 
Compensation Program (1978) recommends a reserve level lower 
than the Federal 1 1/2 multiple standard. For example, he 
estimates that while the Federal standard would indicate that 
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in 1978 Maine needs a reserve of $122 million, he would recom- 
mend only a $109 million reserve. 

Further, Diefenbach notes that the issue of what is a 
proper reserve raises other possible factors: 

(1) Deficit financing. Should the State seek to balance 
off periods of overf inancing and periods of underf inancing 
over the long run2 The fund adequacy standard in a planned 
deficit financing system might be logically defined as 
"zero reserves". 

(2) Countercyclical financing. Should lower than average 
tax rates be levied during periods of high unemployment 
and business recession? Conversely, should higher than 
average tax rates be levied during period of low unemploy- 
ment and business expansion? 

The question, then, is whether the committee wishes to 

recommend a specific fund adequacy standard and whether it 

should be different than the one recommended by the Federal 
government. Diefenbach comments: 

"The selection of a reserve criterion is important be- 
cause it sets the tone for the development of a State 
revenue system for the long term future. Once a fund 
standard is selected and incorporated into the State 
law, it may remain inforce for decades, affecting in- 
dividual firms, the State economy and the substance 
and image of the State unemployment insurance program." 
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7 . ANALYSIS OF MSOCmTEP JCErDUSmiES OF imiME RESPONSE TO FEDERAL 
DEBT 

A . IntroduGtion . In response to a Coramittee request. Asso- 
ciated Industries of Maine made a detailed analysis of the U.I. 
funding problem, AIM' s four main points would seem to be: 

(1) It is aim's opinioii there "can be little doubt" that 
Maine will qualify for deferral of a loan obligation in 
1979 and thereby avoid the penalty of. ah increased FUTA 
employer tax; 

(2) that prospects for timely repayment of the $36.4- mil- 
lion loan by the Noveaiber 10, 1980 appear "favorable"; 

(3) that there is, therefore, no immediate need to consider 
any of the major U.I. funding options set forth by the De- 
partment of Manpower Affairs; and 

(4) that if the U.I. fundfe present deficit position is in part 
due to the "progressive escalation of benefit levels," then 
serious consideration should be given to restricting eli- 
gibility and decreasing benefit amounts. 

aim's initial position on the U. I. funding problem is im- 
portant and deserves further comment. 

B. Maine will qualify for a 1979 loan deferral . Rather 
than agree wholeheartedly with AIM'S "little doubt" that Maine 
will qualify for a 1979 deferral, the Department has taken a 
more cautious stance, stating that they wish to postpone any pre- 
diction/ pending more recent information on the average employer 
tax rate for 1979 (which must be greater than the average cost rate of 
the 10 year period ending in 19 78 in order to qualify for a de- 
ferral) . 



C. Prospects for timely repayment of the loan appear favor- 
able . Ttie Department does not appear as optomistic as AIM that 
Maine "will be able to repay the loan prior to the deadline of 
November 10, 1980 without incurring any penalties." AIM's con- 
tention is based on Department projections which show a l^lowm^m:,^ 1980 

U.I. fund balance of $44.6 million, more than enough to pay- 
off the $36.4 million loan. However, the Department further pro- 
jects by December 31, 1980 the U.I. balance will be dovm again 
to $37.4 million, leaving only a $1 million balance if the loan " ' 
is paid off. ^'Jhether this $1 million balance is sufficient is 
problematical. Almost certainly the Fund again would have 
to quickly borrow from the Federal Government, as Fund pay- 
ments during the winter and. spring months normally exceed 
the revenues. In any case, the same projections of the De- 
partment reveal a $2.8 million deficit by 1982, so the pro- 
blem of an under financed systata will not disappear. 

A development that adds to AIM's optimism is the possi- 
bility that Congress will pass legislation providing for reim- 

17/ 

bursement of states of their 50% share of extended benefit costs 
incurred from January 1, 1975 to January 1, 1978. If this were 



17 / See footnote No. 13. 

1^/ A 19 7 8 interim legislative recoiranendation of the National 
Commission on Unemployment Compensation. 
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to happen it is estimated Maine would receive $15,000,000. But 
even these additional funds would not seera to meet the Federal 
6 month fund reserves standard. Further, Congress might decide 
to forgive all or part of the U.I. debts owed to the Federal govern- 
raent by states. 

D. No Immediate need to consider changing U.I, fund f inane-', 
ing . Certainly^ AIM is correct in that an emergency bill is not 



XW The National 'Commission on Unemployment Compensation recom- 

mended in 19 7 8 not that the debt be forgiven but that aftO«ier 
year of deferral be allowed if regulations were made more ^ 
stringent. The indebted states as of May 1978 are: 

wm BMiikNCE 

states (Rounded to the nearest million) 

Pennsylvania ^^'"""^I 

Illinois 

New Jersey 

Michigan 

Connecticut 

New York 

Massachusetts , 265 
Minnesota Y'J: 
Washington j-^^ 
Rhode Island 

Puerto Rice °^ 
District of Columbia °° 
Maryland 
Delaware 

Vermont 
Alabama 

Maine ^6 

Arkansas -yi 
Hawaii 

Montana ^ 
Total, All States $5,435 
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necessary at this time. But some decisions need to be made 
relatively soon. If the option to increase tax 

rates were made effective January 1, 1980, the Department esti- 
mates a possible $17 million revenue increase, perhaps just barely 
^TDugh to iteet the Novenber 10 deadline and to pixjvide sufficient funds 
for the increase in benefits paid out in the winter and spring montiis. If 
both the flexible wage base and the increased tax rates were made effective 
January 1, 1980 incr^sea revenues of perhaps $22 million surely would be a 
siiff iciest surplus to both pay the debt and keep the Fund frcm quickly re- 
verting to a deficit state. The flexible mge base is espesially desirable 

tiie inaxiraisa b^iefit amount increase with increasing ^ge levels, A 
wage base that keeps pace with increasing wage levels autonatically provides for 

increasing i^enues to offset higher benefit anounts. Uhls self-adjusting 
mechanism, however, may not be sufficient to restore the fund to acceptable 

standards when the fund has been allowed to become overdepleted as is pre- 

sently the case. 

u E. Benefits should be reduced and eligibility narrowed . Allf's 
concern with lightening the employers' tax burden by decreas- 
ing the availability of unemployment insurance tends to divert 
attention from a significant flaw in the U.I. taxable wage base. 
Because the wage base is fixed at $6,000 the system's ability to 
genearate needed revenues is continually eroded. Thus, more and 
more employers are being shunted toward the higher tax rates as their 
reserve ratios decline through experience rating. Over time, as the 
system's needs expand in response to ever present inflation, even self- 
supporting employers will tend to move down the rate schedule towards 
higher tax rates. 

20/ Having a wage base fixed at $6,000 would seem to discrim- 
— ' inate against the small employer, as he is -orced to pay 

a tax on a greater percentage of his total payroix ^nan 

is a larger, higher paying employer. 



F. AIM and the Department's differing emphasis^ 

AIM'S emphasis on simply re-paying the debt and avoiding 

increased employer taxes is entirely proper, however it tends 

to oi>scrure trwo very important considfs^ations t 

(1) All AIM calculations are based on the 4.8% insured 
un^ploynient rate, but this rate is a 10 year average,, 

not a prediction . If a recession were to develop, certainly 
a possibility, the State. 's various options might change 
dramatically. Instead, the carefulness with which the 
4.8% figure must be used is illustrated by the fact that 
the Department has just updated the average insured unem- 
ployment rate for- the most recent 10 years and it is signi- 
ficantly higher than 4.8%. If AIM had used this new figure, 
then Goncliisions might have been different. 

(2) Further, AIM'S concern with avoiding an immediate 
employer's tax increase tends to obscure the Department's 
concern with a fund reserve that can withstand even a mild 
recession. In many ways the key question to be answered 
in U.I. funding is treated in section 6 of this study; 
Fund Adequacy Standards; How Great Should the U.I. Fund 
Reserve Be? 

8 ♦ CONCLUSION 

Surely, the U. I. funding problem needs immediate study. If 
financing changes are to become effective by January 1, 198 0, 
legislation would have to be introduced prior to the end of the 
coming regular session. Compounding the problem is the fact that 
there is no guarantee that the assiamed insured unemployment rate of 
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4.8% (an average of the past 10 years, not a forecast) will 
not in fact be higher than that. Currently, it appears slightly 
below that mark but during the recession of 1975 it rose to 8.2% 
And a recession is at least possible in future years. 

There are several possibilities as to vrho could conduct thi 
study: a committee of small and large private employers, the 
Department, the Committee on Labor, a select committee made up 
of each of the above. Regardless of the study coimtiittee ' s com- 
position it should be formed as soon as possible. 
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APPENDIX A; "PROPOSED 
■ FINANCING MODIFICATIONS 
TO THE MAINE EMPLOYMENT 
SECURITY LAW" by 

Maine Department of Man- 
powerAf fairs , Manpower 
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INTRODUCTIOIJ 



The Inadequacies of the Employn^it Security Law to finance benefits have been 
magnified as a result of the extremely high benefit costs of the last four 
years. The balance in the Unemployment Trust Fund at the end of 1977 was 
approximately 13 ffiiHien vrlth an ©utseattdiftg dmbt of |22.f alllliM. ftrs'^ious 
estimates have indicated that the Unemployment Trust Fund will remain in an 
unstable condition through 1982 depending upon the level of the unemployment 
rate. It Is, therefore, impettmt that alternatives be considered to strengthen 
the solvency position of the Fund. 

This report addresses the effects of three possible legislative changes: (1) a 
revised set of tax schedules, (2) a flexible taxable wage base, and (3) a com- 
bination of revised tax schedules and a flexible wage base. These three pro- 
visions are examined separately for their estimated Impact. It is assumed 
that the flexible taxable wage base becanie effective January 1, 1978, and the 
proposed tax schedules will become effective July 1, 1978. The final section 
of the report discusses what an adequate Vwcii level is and hm this csn be 
measured. A measure of the Fund Is provided for each of the proposed legis- 
lative changes. 

Ml proJeiCtions in this report are based on the assumption that the insured 
unemployment rate will be 4.8 percent for 1978 and each year through 1982 . The 
A. 8 percent is considered a moderate rate and was determined by taking the 
average of the insured unemployment rates for the past 10 years from 1967- 
19 76. During this period, the insured unemployment rate has varied from a low 
of 2.6 percent in 1967 to a high of 8.2 percent in 1975. In recent years, the 
following insured unemployaeat rates have been ei^erlenced: 1974—5.0 percent, 
1975 — 8.2 percent, 1976 — 6.0 percent, and 1977--6.0 percent (estimated). 

For purposes of showing the true condition of the Fund, this report excludes 
money borrowed from the Federal government . In so doing, negative balances 
will occur; however, in actuality the Fund will never be allowed to drop to a 
negative level. As of December 31, 1977, a total of $22.9 million in Federal 
loans had been obtained. If this $22.9 million in Federal loans were in- 
cluded, the projected Fund balances for the end of each year in this study 
would increase by that $22.9 million. For example, the projected 1982 Fund 
balance including Federal loans received as of February 1, 1978, would be 
$20.1 million under the current law; $85.2 million under the proposed tax 
schedules, $48.3 TailliQa under the proposed flexible taxable wage base, and 
$116.8 million under the proposed tax schedules and flexible taxable wage 
base. 

NC^B: It is impox'tant to emphasize that the 4.8 percent assumption 
was selected for simulation purposes only to demonstrate what 
would happen to the Unemployment Trust Fund if these legisla- 
tive changes are enacted. The 4.8 percent assumption was used 
because it is the average of the insured unemployrr.ent rates 
for the past 10 years. No degree of probability should be 
utMshmi to this assmption; it_ dom^, not mw@^^t a foveaast 
by the Cami&sion, 
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SUMMARY OF RESULTS 

Projected Deceaber 31 Fund Balaaee Under Each Proposal 

1978-1982 



Year 


Current 
Law 


Proposed 
Tax 

Schedule 


flexible Taxable 
Wage Base 


^rojK^ Tax SelfiMfS 
ami flexible Taxable 
Waqe Base 


Accsptable 
fund 
Level 




$(-)13,,200,000 


$(-)12,900,000 


S(-}13,20G,000 


$(-)l2,900,000 


$121,700,000 


1979*«*« ••••••• 


C-) 5,700,000 


11,600,000 


(-) 2,600,000 


13,100,000 


133,100,000 




(-) 900,000 


5*t,l«,000 


6,200,000 


'(0,700,000 


11^,600,000 




JtOOjOOO 


52,600,000 


15,600,000 


69,600,000 


159,200,000 




(-) t,m,m 


62,300,000 


25,'t00,000 


93,900,000 


17't,000,000 



NOTE: All estifl»tes are based on the assunption tkt tl» ic^red ui^(|ilf^neflt rate will be 4.1 pmmt fer 



each year of ths 1978-193?. period. TJia actual fund balance at the end of eadi year v«uld be Mgher by 
the amount of loans outsiarding at that period. 



CURRENT EMPLOYMENT SECURITY "LAW 

These projections of the Fund balance assume that no changes are made to the ex- 
isting law. Under this condition, the taxable wage base would be $6,000 and 
the average employer tax rate is projected to remain at 3.3 percent throughout 
the period. The year-end Fund balances under the current law would generally 
remain in a deficit status. 

PROPOSED TAX SCHEDULES ; 

With the proposed tax schedules in effect, the average employer tax rate would 
jump from 3.3 percent in 1978 to 4.3 percent in 1979, and then taper off to 
4.0 percent by 1982. The taxable wage base would be $6,000. The Fund balance 
would recover quickly under this condition and grow to $62.3 million by the 
end of 1982. 

PROPOSED FLEXIBLE TAXABLE WAGE BASE ; 

The taxable wage base proposed depends on average wages and, therefore, would 
change each year. During 1978 the taxable wage base would be $6,000, unchanged 
from current law. During 1979-1982 the base would increase as follows: 1979 — 
$6,200; 1980— $6,600; 1981— $7,100; 1982 — *7, 600. The year-end Fund balances 
would rise steadily under this proposal and reach $25.4 million" by 1982.' 
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The revised tax schedules generate large amounts of additional income during 
the first few years after enactment which results in improved Fund balances. 
These increases in the Fund balances will cause a more favorable tax sehMmle 
to become effective beginning July 1, 1981, thus reducing the employer tax 
rate. 

Under the proposed flexible taxable wage base, the tsmabl^^ vage base will 
continue to increase as wages increase and thereby keep the ratio of taxable 
wages relatively constant. This is important since benefit payments are based, 
on total wages » whereas contributions received are related to taxable wages. 
It Is actuarially unsound to levy t^ea oti a wage base that does not keep pace 
with rising total wage levels. 

PROPOSED TAX SCHEDULES AND FLEXIBLE TAXABLE WAGE BASE ; 

Under this proposal, the taxable wage base would increase from $6,000 in 1978 
to $7,600 in 1982, The average employer tax rate would move from 3.3 percent 
in 1978 to 4.3 percent in 1979 and 1980. After 1980 the average employer tax 
rate would drop as a result of Increases in reserves. The Ftmd balance at the 
end of each year would be the greatest under this proposal and reach $93.9 
million by the end of 1982. 

ACCEPTABLE FUND LEVEL ; 

The acceptable Fund level is based on the *'one and one-half multiple" concept 
developed by the Federal government. This coaacept is described in detail 
within this report . 

Although the projected Fund balance under each of the proposals is greatly 
above that occurring under current law, these levels are still below that 
which is acceptable. At the end of 1982, the Fund balance is projected to be 
$(-)2.8 alllioa asswing no changes are made to the current law. If the 
current law is amended to incorporate both the flexible taxable wage base and 
the revised tax schedules, the Fund balance at the end of 1982 x^ould be $93.9 
million. This balance is still considerably below the acceptable level of 
$174.0 million as recoBnnended by the Federal government. 
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PROJECTED FINMCIAL DATA UNDER CURRENT LAW, 1978-1982 



Before the previously mentioned proposals are detailed, it is important to 
first examine projections assuming that the insured unemployment rate will be 
4.8 percent tot 1978 and each year through 1982,' and the current law will not 
be amended throughout the period. The following table shows Regular and Ex- 
tended Benefit cost, eiiiployex contributions received, and the Fund balance at 
tittc end of each year. Also^ the tscKa^le wage base and estimated employer tms. 
rates are listed. 



Projected Financial Data (in thousands) Taxable Average 



Year Benefits Contributions Fund- Balance Wage Etaiployer 

Paid 1/ Received (Year-End) 2^/ Base Tax Rate 

1978 $43,900 $51,100 $(-)13,200 $6,000 3.3% 

1979 48,400 55,^00 (-) 5,700 6,000 3.3 

1980 53,100 57,900 (-) 900 6,000 3.3 

1981 58,300 59,600 400 6,000 3.3 

1982 64,800 60,800 (-) 2,800 6,000 3.3 



1/ Benefits Paid includes Regular Benefits and State-share of Extended Bene- ■ 
fits. 

2/ The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 
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PROJECTED FINANCIAL DATA UITOER PROPOSED TAX SCHEDULES, 1978-1982 



The prnjections that follov; in this section are based on the proposed tax sched- 
ule h Iniind below. These proposed tax schedules raise the maximum tax rate from 
').() |»frctMil It) 6.0 percont while reducing the number of schedules from 16 to 
II, Tlir iirlM'<l(i 1 e* iihhoc !u i cd with rt'HiTvt' multlplcH of over 2.50 remains the 
Bixmc LIB the current law. Schedules aBsociated with rceerva multiplttN of 2.50 
o« less increase by 0.3 percent rather than 0.1 percent m 1» the ettfMat 1«. 



Proposed Tax Schedules 
Employer's Contribution Rate in Percent of Wages 



Employer 
Reserve Ratio 
Equal to or Leas 
more than than 



Over 
2.50 



2.27- 
2.50 



2.04- 
2.26 



When Reser-je Multiple is: 



1.82- 
2.03 



1.59- 1.36- 
1.81 1.58 



1.13- 
1.35 



.91- 
1.12 



.68- 
.90 



.45- 
.67 



Under 
.45 



Schedules 



Cislunin A 


A 


B 


C 


D 


E 


F 


G 


H 


I 


J 


K 


19. OZ and 


over 


.5% 


.7% 


1.0% 


1.3% 


1.6% 


1.9% 


2.2% 


2.5% 


2.8% 


3.1% 


3.4% 


18.0% 


19.02 


.6% 


.82 


1.1% 


1.4% 


1.7% 


2.0% 


2.3% 


2.6% 


2.9% 


3.2% 


3.5% 


17.0% 


18. OZ 


.72 


.92 


1.22 


1.5Z 


1.8% 


2.1% 


2.4% 


2.7% 


3.0% 


3.3% 


3.6% 


16,0% 


17.0Z 


.8Z 


1.02 


1.32 


1.6% 


1.9% 


2.22 


2.5% 


2.8% 


3.1% 


3.4% 


3.7% 


15.0Z 


16.02 


.92 


1.12 


1.42 


1.72 


2.02 


2.32 


2.6% 


2.92 


3.22 


3.52 


3.82 


14.0% 


15.02 


l.OZ 


1,22 


1.52 


' 1.82 


2.12 


2.42 


2.72 


3.02 


3.32 


3.62 


3.92 


13.0% 


14.02 


I.IX 


1,32 


1.62 


1.92 


2.22 


2.52 


2.82 


3.12 


3,42 


3.72 


4.02 


12.0% 


13.02 


1.22 


1.42 


1.72 


2.02 


2.32 


2.62 


2.92 


3.22 


3.52 


3.82 


4.12 


11.0% 


12.0% 


1-32 


1.5% 


1.82 


2.12 


2.42 


2.72 


3.02 


3.32 


3.62 


3.92 


4.22 


10.0% 


11.0% 


1.4% 


1.62 


1.92 


2.22 


2.52 


2.82 


3.12 


3.42 


3,72 


4.02 


4.32 


9.0% 


10.0% 


1.5% 


1.72 


2.0Z 


2.32 


2.6? 


2.92 


3.22 


3.52 


3.82 


4.12 


4,42 


8.02 


9.0% 


1.6% 


1.8% 


2.1% 


2.42 


2.7% 


3.02 


3.32 


3.62 


3.92 


4.22 


4.52 


7.0% 


8.0% 


1.7% 


1.9% 


2.2% 


2.5% 


2.8% 


3.1% 


3. 42 


3.72 


4.02 


4.32 


4.62 


6.0% 


7.0% 


1.8% 


2.0% 


2.3% 


2.6% 


2.9', 


3.2% 


3.5% 


3.82 


4.1% 


4.42 


4.7% 


5.0% 


6.0% 


1.9% 


2.1% 


2.4% 


2.7% 


3.0- 


3.3% 


3.6% 


3.9% 


4.2% 


4.5% 


4.8% 


4.0% 


5.0% 


2.0% 


2.2% 




2.8% 


3.1' 


3.4% 


3.7% 


4.0% 


4.3% 


4.6% 


4.9% 


3.0% 


4.0% 


2.2% 


2.4% 


2.7% 


3.0% 


3.3-. 


3.6% 


3.9% 


4.2% 


4.5% 


4.8% 


5.1% 


2.0% 


3.0% 


2.4% 


2.6% 


2.9% 


3. 2% 


3.5", 


3.8% 


4.1% 


4.4% 


4.7% 


5.0% 


5.3% 


1.0% 


2.0% 


2.6% 


2.8% 


3.1% 


3.4% 


3.:; 


i.OI 


4.3% 


4.6% 


4.9% 


5.2% 


5.5% 


0.0% 


1.0% 


2.8% 


3.0% 


3.3% 


3.6% 


3.9' 


4.2% 


4.5% 


4.8% 


5.1% 


5.4% 


5.7% 


Negative balance 


3.1Z 


3. 32 


3.6% 


3,9% 


4.2-, 


4.52 


4.82 


5.12 


5.42 


5. 72 


6.02 



The highest tax rate proposed for Maine is 6.0 percent; Michigan (7.5%), 
Minne.gota (7.5%), and New .Jersey (6»2%) have high« fc« rates. Connecticut, 
low«, and Vermont each have rates equal to 6.0 percent. 



The projected financial infosmatlon below assumes that the proposed tax sched- 
ules become effective July 1, 1978. 





Financial Data Under, 


Proposal 






Employer Contributions 


(in thousands) 






\in thousands/ 




Taxable 
Wage 
Base 


Average 
Employer 
Tax gtt« 


Received 
Under 


Received 






Benefits 
Paid 1/ 


Contributions 
Received 


Fund Balance 
(Year-End) 2/ 


Under 
Current 
Law 


Additional 
Incosie 






mM 


$(-)l2,900 


f6,000 


3.3% 


S5l,'»oo 


$51,100 


S 300 


1979.. 


'»8,'i00 


72,900 


11,600 


6,000 




72,900 


55,900 


17,000 


1980., 


53,100 


75,600 


34,100 


6,000 


h.3 


75,600 


57,900 


17,700 


IW.. 


3B,m 


?6,KK) 


52,600 


6,000 


h.2 


76,800 


59,600 


17,200 


1982.. 


6'i,000 


73,700 


62,300 


6,000 




73,700 


60,800 


12,900 



y Benefits Paid includes Regular Benefits and State-share of Extended Benefits. 
2/ The actual Fund balance at the end of each year would be higher by the aaount of loans outstanding at 
that period. 



Note that under the proposed tax schedules, the Fund balance at the end of 
1911 is estlffiated to fee $62.3 million as cOTipared to an estiaated 1902 fund 
balance of $(-)2.8 million if no legislative changes are made. 

As a test of the acceptability of these proposed tax schedules, had these 
schedules and a reserve multiple system been in effect since 1965, it is 
estimated that on May 31, 1977, the Unemployment Trust Fund would have been 
$30.1 million. The tax schedules presently being used became effective in 
1972. Had they been in effect since 1965, the estimated balance on May 31, 
1977, would have been $(-)3.4 million. 

The following table shows the actual May 31 Fund balance for each year from 
1966-1977. For comparison purposes, estimates of the May 31 Fund balance are 
provided assuming the proposed tax schedules and the tax schedules currently 
in the law were in effect beginning July 1, 19iS. Note that had the present 
tax schedules been in effect since July 1, 1965, the May 31 Fund balance in 
1977 would be $(-)3.4 million rather than $(-)15.6 million, or an increase of 
$12.2 million. The proposed tax schedules, had they been in effect since 
July 1, 1965, would have increased the actual May 31 Fund balance bv $45.7 
million, a net positive balance of $30.1 million. It should be noted that the 
May 31 balance is provided since the balance on this date is used la deter- 
mining the reserve multiple. 



Actual and Estimated May 31 Fund Balance 
Under Various Conditions, 1966-1977 



May 31 Fund Balance 1/ 



Year 


Actual 


Present 2/ 

Schedules 


Proposed 3/ 

Schedules 




§ 37,036,971 


? 42,500,000 


9 46,900,000 




40 ,009 , 725 


50,000 ,000 


57,700,000 




42,295,448 


57,600,000 


64,600,000 




4J,oUU,U13 


02. , 700 ,OUU 


HQ AAA A Art 

DO ,400 ,UUU 




42,244,490 


64,800,000 


71,300,000 




30,058,839 


56,200,000 


63,300,000 




16,861,099 


42,300,000 


50,300,000 




22,440,977 


45,700,000 


58,000,000 


1974 


27,917,746 


50,300,000 


69,500,000 


1975 


10,299,843 


30,300,000 


53,900,000 




(-) 3,816,906 


11,900,000 


39,000,000 




(-)15,629,649 


(-) 3,400,000 


30,100,000 



1/ The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 



2/ Assumes that the reserve multiple system currently law became effective 
July 1, 1965. 

3/ Assumes that the proposed schedules and the reserve multiple system be- 
came effectlw July 1, 1965. 
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PEOJECTED FINANCIAL DATA UNDER PROPOSED FLSIBLE TAXABLE mai BASE, 

1978-1982 



The projections presented in this section are based on the proposed flexible tax- 
able wage base as described below. For each year beginning with 1978, the 
flexible taxable wage base would equal the larger of: 

1 . two-thirds the average annual wage paid in covered enlplgy- 
metii itirlng tht fyeceding c&lea&mt year and roi3Bi4«4 
to the nearest $100; or 

2, the Federal Une«plo7ment Tax Act (FUTA) taxable wage base. 

As an example, the calculation of the tax base that would be in effect during 
the year beginning Jammpf 1, 1978, is as follows: 



The average annual wage paid 

in covered employment during $8,604 

the secdnd preceding calendar year (1976) x 

multiplied by 2/3 2/3 

equals = $5,736 

rounded to the nearest $100 - $5,700 



Tlie taxable wage base effective January 1, 1978, would be the larger of either 
$5,700, or the FUTA taxable wage base. In this case, the FUTA taxable wage 
base equals 11,000; therefore, the taxable wage base to become effective in 
1978 in Maine would be $6,000. 

For comparison, as of January 1978, four states (Hawaii, North Dakota, Utah, 

and Washington) had flexible taxable wage bases resulting from a variety of 
formulas that relate to either previous wages, Fund balance, or benefit cost. 

Alaska has the highest taxable wage base of |10,000, while six other states 
(Idaho, Iowa, Minnesota, Nevada, New Jersey, and Oregon) have taxable wage 
bases above $6,000. 

During the projection period, the proposed flexible taxable wage base increases 
from $6,000 in 1973 to $7,600 in 1982. Under current law, this base \<7ould re- 
main constant at $6,000. The total aiaj-unt of additional employer contributions 
during this period is projected to be more than $28 million. These additional 
contributions are projected to raise the Fund balance from $(-)2.8 million 
under current law to $25.4 million under the proposed flexible wage base. 
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The projected iriformation below assumes that the flexible taxable mge base pro- 
posal becomes effective January 1, 1978. 



Year 



Financial Data Under Proposal 

(in thousands) 

Benefits Contributions Fund Balance 



Paid 1/ 



Received 



(Year-End) 2/ 



Taxable 
Wage 
Base 



Average 
EiiiplByer 
Tax Rate 



Employer Contributionsdn thousands) 
Received 
Under Additional 
Current Income 
Law 



Received 
Under 
Proposal 



1978.. 




851,100 


«<->13,fO& 


$6,000 


5.^ 


151,100 


IB1,I00 


0 


1979.. 




59,000 


i-) 2,600 


- 6,200 


3.3 


59,000 


55,900 


$3,100 


1980.. 


53,100 


61,900 


6,200 


6,600 


3.3 


61,900 


57,900 


'tjOOO 


1981,. 


58,500 


67,700 


15,600 


7,100 


3.3 


67,700 


59,600 


8,100 


1982.. 


6'»,000 


73,800 


25,'HX) 


7,600 


3.3 


73,800 


60,800 


13,000 



1/ Benefits Paid includes Regular Benefits and State-share of Extended Benefits. 

2/ The actual Fund balance at the end of each year would be hightr by the amount of loans outstanding 
at that period. 



Tlie Fund balance at the eaciiJ of 19-82 is projected to be $25.4 million under the 
flexible taxable wage base proposal. This Fund balance is considerably less than 
the $62.3 million projection which was obtained from the revised tax schedules. 

Had the flexible taxable wage base and the currently effective tax schedules been 
in the law beginning in 1965, the Unemployment Trus^t Fund balance on May 31, 1977, 
would have heesa $3.8 million. This represents am estimated Increase of over 
$19.4 million when compared to the actual May 31, 1977, Fund balance of $(-)15.6 
million. 



The following table lists the actual May 31 Fund balance and the actual taxable 
wage base in effect. This table also shows the effect the present tax schedules 
would have on the Fund compared with the present tax schedule and a flexible 
taxable wage base. 
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Taxable Wage Base, Actual and Estimated May 31 Fund 

Balance Under Various Conditions, 1966-1977 



Year 


laxaoxe 
Wage 

S3-0e 


my 31 Fund 
Balance (000 's) 1/ 


PTOftestii flexible 
Taxable Wage Base 2/ 


Actual 




Taxable 
Waf e Base 


May 31 Fund 
l^aaee COQO ' s ) 3/ 


1 Qf,f% 


y J } UUU 




ft AO ■;nn 


fti nnn 
J? J, UUU 


ft AO 5nn 


1 Q#i7 






c n Ann 
jU, UUU 


1 1 nn 


onn 
31, iUU 


xyoom • • • 






3 / , OUU 


Q onn 
J , ZUU 


CO onn 


X707 • • • • 




H J , oUU 


/in 7nn 
. oZ, /UU 


0 Ann 
J , 4UU 


CO onn 
, JuU 


x^/u* • • • 






O^f , oUU 


o £nn 
J , oUU 


OO, jUU 


d.y / X • • • • 






c i: onn 
DO , 4UU 


0 ann 
J, SUU 


cn 7nn 
, /UU 


J.^ f » m * m 




16,861 


42,300 


4,200 


45,000 


1973 


4,200 


22,441 


45 , 700 


4,200 


48,400 


1974.... 


4,200 


27,918 


50,300 


4,300 


53,100 


1975 


4,200 


10,300 


30,300 


4,600 


34,100 


1976 


4,200 


(-) 3,817 


11,900 


4,900 


14,500 


1977 


4,200 


(-)15,630 


(-) 3,400 


5,300 


3,800 



1/ Assumes the present tax schedules and reserve multiple concept were law 
in 1965. 

2/ Assumes the present tax schedules, reserve multiple concept, and the 
flexible taxable wage base were in effect beginning in 1965. 

y The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 



11 



PROJECTED FINANCIAL DATA UNDER PROPOSED TAX SCHEDULES 
AH© fLEXmi mm base, I978-1982 



If both the flexible taxable wage base and the proposed tax scltedules had been 
enacted to become effective in 1978, it is firojected that the Unemployment Trust 
Fund balance at the end of 1982 would increase from $(-)2.8 million under the 
current law to $93.9 million. 

The following financial information is based on the ass;imption that the flex- 
ible taxable wage base became effective January 1, 1978, and that the proposed 
tax schedules will become effective vJuly 1, 1978 » 





Financial Data Onder Proposal 






Employer Contributions(in t^iousands) 






(in thousands) 




Taxable 
Wage 

Base 


Average 
lip! oyer 

Tax Ratf? 


Received 
Unier 

Proposal 


Received 




Year 


Benefits 

Paid 2/ 


Contributions 

Received 


fund Balance 
(Year-End) 2/ 


Under 
Current 
Law 


Additional 
Income 


1978«. 


$'.5,900 


$51, WO 


|C-)12,900 


$6,000 


5^5^ 


$51,'t00 


$51,100 


$ 300 


1979.. 


't8,'t00 


7't,*iO0 


. 15,100 


6,200 


't.5 


7^,'tOO 


55,900 


18,500 


1980., 


55,100 


80,700 


^,700 


6,600 


h.3 


80»700 


• 57,900 


22,800 


19S1.. 


58,300 


. 87,200 


69,600 


7,100 


h.l 


87,200 


59,600 


27,700 


1982.. 


e^tjOoo 


88,500 


95,900 


7,600 


5.9 


88,500 


60,800 


27,500 



1/ Benefits Paid includes Regular Benefits and State-share of Extended Benefits. 

2/ The actual Fund balance at. the end of each year would be higher by the amount of loans outstanding at that 
period. 
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I ADEQUATE FUND LEVEL MEASUEEMENT 



ADEQUATE FUND LEVEL MEASUREMENT UNDER VARIOUS CONDITIONS 



The "one and one-half multiple" concept discussed 
below was developed by the U.S. Department of 
Labor. The ccucept of reserve ratio and reserve 
multiple is similar to that found in the Maine 
Employment Security Law but differs sli^tly in 
definition of terms. 

Fund balances are usually analyzed in terms of their ability to meet potential 
benefit costs. To iReasure adequacy, the U.S. Departa^t of Labor has developed 
a "one and one-half multiple" concept. This concept relates a state's Fund 
reserve ratio to its benefit cost rate. A Fund reserve ratio is defined as 
the end-of-year Fund balance as a percent of total wages of cont-ributing 
employers for that year. The benefit cost rate is obtained by expressing 
Regular and State-share of Extended Benefits paid (excluding direct reimburs- 
able payments) as a percentage of total wages from contributing eiaployers for 
the same period. The actual multiple Is then determined by dividing the Fund 
reserve ratio by the benefit cost rate. When first adopted in 1959, the 
multiple was based on the highest 12-month benefit cost rate during the past 
10 years; however, as low unemployment costs continued through the 1960s, and 
it appeared that the last 10 years would contain no significantly high cost 
rates In most states ^ Che time frame was changed to that beginning In 1958. 
While proposed as a ffliniraum level, this measure has been accepted as a "level 
of safety." This means that a state's Fund balance is considered to be at a 
safe level if the actual multiple for that year is greater than 1.5, that is, 
the Futrf reserve ratio Is one and one-half times the highest 12-nKJnth benefit 
cost rate since 1958. 

the following illustrates the process of determining Maine's actual multiple 
for Calendar Year 1976: 

Fund Reserve Ratio End-of-Year Fund Balance ; for 1976 = $(-)7,694,855 -= (-) . 32% 

Total Wages for Year $2,384,764,762 

Highest 12-month Benefit Cost Rate since 1958 was Calendar Year 1975. 

Benefit Cost Rate = Benefits Paid for 1975 = $ 58,330,903 = 2.84% 

Total Wages $2,053,161,391 

Actual Multiple = Fund Reserve Ratio ; for 1976 = ^-).32% = (-).ll 

Highest 12-month Benefit Cost fete 2.84% 

Therefore, the actual multiple for 1976 was (-).ll, which is considerably below 
the prescribed safety level of 1.5. In order to be considered at a safe level, 
the end-of-year Fund balance for 1976 would have had to equal $101.6 million. 

The remainder of this section contains an analysis of the adequacy of the Fund 
balances estimated for each of the proposed legislative changes. The estimated 
Fund balances are compared to the acceptable level as measured in terms of the 
one and one-half multiple concept. 
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Fund Level Measurement, 1970-1977 : 

The following table shows the highest cost rate that has occttrred since 1958, 
the Fund reserve ratio calculated as of December 31, the actual and acceptable 

multiple, and the actual and acceptable Fund balance for years from 1970 
through 1977. 





Highest 
Cost late 


Fund 






ftaid 






Reserve 




Ml 1 1 t" -f n 1 *=> 


(in millions) 




Ratio 


Actual 


Acceptable 


Actual 


Acceptable 




2.83% ll 


2.84% 


1.00 


1.50 


S 38 4 


S 57 5 


1971 


2.83 


1.51 


.53 


1.50 


21.2 


59.3 




2.83 


1.26 


.45 


1.50 


21.0 


70.9 


1973 


2.83 


1.56 


.55 


1.50 


28.5 


77.5 


1974 


2.83 


1.45 


.51 


1.50 


28.8 


84.1 


1975..... 


2.83 


.07 


.02 


1.50 


1.4 


87.2 




2.84 2/ 


(-).32 


(-).ll 


1.50 


(-)7.7 


101.6 


1977 3/.. 


1. 84 


(-).79 


(-).28 


1.50 


(-)20.4 


110.7 



* The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 



V Cost rate for the 12-month period ending September 1958. 

2/ Beginning in 1976 the highest cost rate in effect is the cost rate for 
cal«fldA» ymr 1975. 

V Estimated data. 

Note that the actual multiple has declined steadily from 1.00 in 1970 to (-),28 
in 1977. The atypically high unemplojnnent that the State experienced beginning 
in late 1974 and extending to the present period caused an already weak Fund to 
default completely. 

fi«d Level Measurement, 1978-1982 ; 

The following table shows that the actual multiple will increase slightly until 
1982 when it drops to (-).02, assuming no legislative changes are made to the 
current law. During the entire period, the actual multiple is greatly below 
the acceptable multiple. The Fund balance at the end of the projected period 
is $(-)2.8 million while the acceptable level is $174.0 million- 



15 



Hiphes*- 'Fund Fund Balance* 

Year Tost Rate Reserve Multiple (In millions) 

" Ratio Actttal Acceptable 40^3! Accept able 

1978 2.84% (-).46% (-).16 1.50 $(-)13.2 $121.7 

1979 2.84 (-).18 (--).06 1.50 (-) 5.7 133.1 

1980 2.84 (-),03 (-).Ol 1.50 ' (-) .9 145.6 

1981 2.84 .01 0 1.50 .4 159.2 

1982 2.84 (-).07 (-).02 1.50 (-) 2.8 174.0 



* The acttial fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

Futtd Level Measurement Under Proposed Tax Schedules, 1978-1982 ; 

If the proposed tax schedules are enacted to become effective July 1, 1978, 
significant improvements in the actual multiple will be realized. The multiple 
Increases from (-) . 16 in 1978 to .54 in 1982. The gap between the actual and 
acceptable Fund balance in 1982 is reduced from $176.8 million under current 
law to $111.7 million assuming this proposal is enacted. 



Highest Fu'^cl Balance* 

Year cost Rate Reserve Multiple (in millions) 

RatlO'_ Actttal, Acceptable , A&tPgl. . A£.e;ep.ta|)le 

1978 2.84% (-).45% (-).16 1.50 $(-)12.9 $121.7 

1979 2.84 .37 .13 1.50 11.6 133.1 

1980 2.84 1.00 .35 1.50 34.1 145.6 

1981 2.84 1.41 .50 1.50 52.6 159.2 

1982 2.84 1.53 .54 1.50 #2,3 174.0 



* The actual Fund balance at the end of each year would be higher by the 
amount of loans outstanding at that period. 

Fund Level Measurement Under Proposed Flexible Wage Base, 1978-1982 ; 

The proposed flexible taxable wage base would create improvements in the Fund, 
but not to the degree of the proposed tax schedules. As stated in the Simaaary 
of Results, the long-term effects of the flexible taxable wage base remain rela- 
tively constant, while the impact of the revised tax schedules appears to lessen 
over time as Fund balances improve. The actual fund balance under the flexible 
taxable wage base proposal is estimated to be $28.2 million more than under cur- 
rent law. The difference between the actual and acceptable Fund level is $148.6 
million as compared to $176.8 million under current law. 
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Hi best Fund Fund Balance* 

Year Cost Rate Reserve Multiple (in millions) 

. Ratio Actual Acceptable Actual Acceptable 

1978 2.84% (-).46% (-).16 1.50 $(-)13.2 $121.7 

1979 2.84 (-).08 (-).03 1.50 (-) 2.6 133.1 

1980 2.84 .18 .06 1.50 6.2 145.6 

1981 2.84 .42 ,14 1.50 15.6 159.2 

1982 2.84 .62 .22 1.50 25.4 174.0 



* The »etual Fund balance at the end of each year would be higher by the 
awaat of loans outstanding at that ferlod. 

Fund Level Measurement Under Proposed Tax Schedules and Flexible Wap.e Base, 

1978-1982: 

As would be expected, the greatest improvement in terms of multiple and Fund 
levels occurs when both the flexible taxable wage base and the pr&pQQ&A tax 
schedules are enacted. The actual multiple increases from (-).16 in 1978 to 
.81 in 1982. The gap between the actual and acceptable Fund balance decreases 
from $176.8 million under current law to $80.1 million when these two pwjpjsals 
are in effect. 



Highest Fund Fund Balance* 

Year ^^^^ Reserve Multiple (in millions) 

Ratio Actual Acceptable Actual Acceptable 

1978 2.84% (-).45% (-).16 1.50 $(-)12.9 $121.7 

1979 2.84 .42 .15 1.50 13.1 133.1 

1980 2.84 . 1.19 .42 1.50 40.7 145.6 

1981 2.84 1.86 .65 1.50 69.6 159.2 

1982 2.84 2.30 .81 1.50 93.9 174.0 



* The actual Fund balance at the end of each year would be higher by the 
amount of Idans outstanding at that period. 
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PROJECTED BENEFIT COST AND CONTRIBUTIONS RECEIVED 
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PROJECTED TAXABLE WAGES UNDER CURRENT EMPLOYMENT SECURITY LAW 
AND FLEXIBLE TAXABI£ VlhGE BASE, 1978-1982 




Graph 4 

PROJECTED AVERAGE EMPLOYER TAX mW tM^R EAOi PROPOSAL, 1978-1982 




APPENDIX B 



STATEMENT OF ASSOCIATED INDUSTRIES CONCEIiNING 
THE FUNDING OF UNEMPLOYMENT CCMPENSATION 

In accordance witb. the request of the Joint Coitffliittee on Labor for conanents 
concerning the f-unding of unentployment instarance, the following is sulMBitted as 
a statement of Associated Industries' position on this issue - 

Associated Industries of feine concurs in the jud^ent of the Goiwiittee that 
funding recommendations should be deferred in order to give the 109th Legislature 
an opportunity to undertake a comprehensive study of the funding question. In fact, 
there eore two distinct questions: the short-range question of whether Maine will 
be able to repay its outstanding debt to the federal government without incurring 
penalties on Maine employers and the long-range question of whether Maine will be 
able to maintain its uneit^iloyment compensation program without incurring an inordi- 
nate amount of Federal indebtedness in the future. 

Bs to the short-range gTiestion, it is the opinion of AIM, based on infonrta- 
tion currently available from the Manpower Research Division, that Maine will quali^ 
for deferral of its loan payment obligation in 1979 and will be able to repay the 
loan prior to tiie deadline of November 10, 1980 without incurring penalties. 

Under regulations promulgated by the Secretary of Labor, a state will qualify 
for deferral in 1979 if its 1979 average employer tax rate for that year exceeds 
Hie previous 10-year average benefit cost rate. Hhe roost recent estimates pro- 
vided by the Research Division project a 1.801 average employer tax rate for 1579 
and a 1.77% cost rate for the lO-yeaaf period ending in 1978. In addition, the 
department has projected that the 1.80% tax rate will remain unchanged even if a 
substantial increase in the unemployment rate occurs. (See attached copy) There can 
be little doubt, therefore, that the state will qualify for deferral in 1979, As 
to the question of Maine's ability to repay the loan before the deadline, post- 
ponement in making recommendations will give the 109th Legislature an opportunity 
to evaluate th& situation in light of possible Federal legislation which may signi- 
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ficantXy ameliorate the problem. First, the National Commission on Unen^loyment 
Condensation, which was established by the 95th Oaagress to sttidy various rniei^loy- 
ment insurance problems, is likely to recommend legislation providing for reimburse- 
ment of states, from general revenues, of their 50% share of extended benefit costs 
incurred during ttm period from 3smviaxy 1, 1975 to January 1, 1978. It is estimated 
that the State of Maine would receive nearly $16,000,000 under this proposal. Sec- 
ondly, it is likely that the 96th Congress vd.ll give serious consideration to various 
"cost equalization" bills \*ich were originally introduced in 1977. In effect, these 
proposals would relieve states which are indebted to the Federal Government from 
repayment of all or part of advances from the federal fund. 

Even if Congress takes no affirmative action on these proposals or TetxmmnS.'' 
ations in 1979, the prospects for timely repayment of the loan appear to be favor- 
able. Under Federal law, the State's loans are not required to be repaid until 
November 10, 1980. Assuming, as the Research Division has, that the unemployment 
rate does not exceed 4.8% during this pefiod, it is quite possible tiiat the Stat© 
will have devel<^ed a sufficient fund reserve to satisfy its indebtedness prior to 
the present deadline. 

Consequently, contrsury to several assertions made at tJie hearing on Noveufcer 
14, 1978, there is no immediate need to consider any of the pr<S|w«als for tax 
increases outlined by the Department of Manpower Affairs. 

As to the long-range questions, if further study is taadertaken by the 109th 
Legislature, there appear to be three areas of primary concern: (1) Fund adequacy, 
(2) benefit costs and (3) equitable distribution of the tax biarden. Thus far, the 
committee has no specific criteria, other than general federal guidelines, to 
utilize in evaluating the present or fut;are adequacy of the fund. This concept of 
fund adequacy has not yet been fully explored or defined. It would seem to be 
iu^erative that specific guidelines be foBiiulated which are realistic in the context 
of the State's economic situation and the ability of Maine employers to finance the 
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fund at given levels. With respect to benefit costs, it is readily apparent that 
the present condition of the fund is attributable not only to the high levels of 
uneiBployment eiqperienced in 1975 but also to the progressive escalation of benefit 
levels under the State's Unen5)loyinent Compensation Law. Serious consideration, 
therefore, should be given to reducing the drain on the fund by establishing more 
stringent criteria for eligibility and disqualification of claimants, by re-evalu- 
ating the existing limitations on maximum benefits and by elimination of dependency 
benefits from the unen^sloyment insurance scheme. If, on the other hand, the pre- 
sent benefit levels are to be maintained, or indeed increased, serious consider- 
ation should be given to alternate sources of funds, including contributions by 
eii:i)loyees and general fund appropriations to cover recently granted benefits out- 
side the traditional areas of unen^loyment insurance . 

In conclusion, as the short-range questions of deferral and loan repayment 
do not appear to warrant imnediate legislative attention, it is submitted that it 
would be more appropriate to reserve the remaining long-range questions for inten- 
sive study by the 109th Legislature, with particular emphasis to be given to 
analysis of the concept of fund adequacy, benefit levels and equitable distribution 
of the tax burden. 



MAINE DEPARTMENT OF MANPOWER AFFAIRS 
Employment Seciifity 
Manpower Research Division 



It is important to note ttiat these projections 
were prepared on very short notice and should hm considered ms prellw-* 
inary. Unless otherwise stated, all projections are based on an insured 
unemployment rate of 4.8 percent for each year and that the private labo 
force will increase by 1.8 percent for each year. 



1. Deferral for 1979 



Regular and State share of Extended Benefits attributable to 
taxable employers 

Actual Data January-October 1978 = $38,229,373 

Projected Data November-December 1978 = 5 , SOQ , 000 

Total for 1978 = $44,029,373 

Total wag&s paid by taxable employers 



Actual Data January-March 1978 

Projected! Data Aprll-Decaettber lf78 

Total for 1978 



= $ 660,489,874 
» 2,275,010,126 
= $2,935,500,000 



Year 

1969 

1970 

1971 

1972 

1973 . ........ 

1974. 

1975 

1976 

1977 

1978 (Projected) 

10-Year Total 
(Projected) 



Regular and State Share of 
Extended Benefits Attributable 
to Taxable Employers 

$ 11,961,616 
17,504,139 
29,042,640 
25,159,648 
21,997,473 
30,759,067 
58,330,903 
48,275,538 
56,790,147 
44,029,373 



$343,850,544 
Projected 10-Year Annaal Benefit Cost Rate 



Total Wages Paid by 
Taxable Employers 

$ 1,275,320,978 
1,353,382,198 
1,398,107,706 
1,669,994,764 
1,824,739,786 
1,982,014,177 
' 2,055,161,391 
2,384,764,762 
2,566,063,965 
2,935,500,000 



$19,445,049,727 



$ 3 43,850,54 4 
$19,445,049,727 



1.77% 



Projected average employer tax rate for 1979 at various 
insured unemployment rates 



5.0% Insured Unemployiiient Rate 
$ 56,100,000 



$3,119,200,000 



1.80% 



5.5% Insured Unemployment Rate 

$ 55,800,000 ^ 
$3,104,400,000 

6.0% Insured Unemployment Rate 
$ 55,600,000 



$3,089,500,000 



= 1.80% 



6.5% Insured Unemplojniient Rate 

$ 55,300,000 _ 
$3,074,700,000 ~ •^'^"'^ 

Projected UneiaiJtlejiiBgftt Compensation Fund Balance as of 
November 10, 1979 

$36,000,000 (includes Federal loans of $36,400,000) 

The administrative costs of operating the Unemployment Insurance 
Program are financed by the Federal Unemployment Tax Act (FUTA) 
portion of the employer's: tarn* The State portion of the employer' 
tax is not used to finance any administrative costs. 

PBlifiqueat Contributions Reeelvable , as shown on the Department's 
monthly Trial Balance, is cumulative from the beginning of the UI 
Program. This amount is not included in the Balance of the 
Unemployment Compensation Fund. 

Every effort is made to collect contributions from delinquent 
employers. After the Department collection procedures are pursued 
to the fullest, delinquent employers are referred to the Attorney 
General's Office for legal action. In those cases where legal 
action is unsuccessful, the Attorney General's Office recommends 
to the Commissioner of Finance and Administration that the cases b 
charged off. For 1978, 56 cases representing $20,670.65 have been 
recommended to the Finance Coiiaoissioner . 
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■ . , / APPENDIX C ' 

In Hoase__ , ' 



v/haraas, the Sca.c3 or .:aine l.-s haC tc hcrrpw over 332, 000 , GCQ 
frcnt the Fadaral Go'mrrrtsnt to tinanca the pa^~ent cf unsi:\plov:na,nt 
couipensation. benefits; and 

Whereas, Maiiie eiTvployers will required to pay back the federal 
JLaans; and ' ; fy-.'- ' : . ' ".-* » '.♦ " . 

' . ■Whereas, there are questions concerning the fairness of the exist- 
• ing contribution and ta>: tables applied to ^',^ina entployars; and 

Whereas, the future solvency of the State Unerr.plovinent Conipansation 
Fund is crucial to the. ^tate ' s ■ abilitf to repay the federal loans; now, 
therefore, be it • - • " ■■. .• 

Ordered, the Senate concurring,' that the Joint Standing Ccrniuittee 

'■ . • . ■■ . the 

on Labor be authorized to study how the Srtploynent Security Act and/ State 

?.e.-oloy— ent Conipensation Fund can more effectively and equitably protect ' 

" ^ ' . - ' -' - " '■ . . ' '• 

■ rhe rights, of ail concerned parties; and be.. 'it., further-; ' 

■ Ordered/ -ha- sufficient ■ funds shall be . a'-'ai labia to properly re- 

x:-:.;--. . / . . > .'' - . ' ■ : ■ v -^^r'^^^ 

- or educe and distribute this study;- and be it further-. : ^ • ..' "■■*■-'■;.;-■• ; 

\y -;: Ordered, that the Joint Standing Ccfflnittee on "Labor shall- complete 

- this study. no later than Dece.-ber 1, - 197 3.,'' and . sub~>it" to the Legislaciva 
■-■■■X-r--. ■ . ■ 1 -■- 

Council within the same tiine per-lod its findings and . reccrsxaendations , 

'"■/.--including copies, of any raconaisnded legislation in" final . draft forr\; 



and" be ■ i€v further-- -• 



Ordered, upon passage in _ concurrence , that, a suitable copy of this 

U^-r y- r r. 

/Clou. 



order shall be for'.varded to .nuerrljers of the couiruittee . 



(Lewis) r. ■ f ^ 



Town: Auburn 




